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FINANCIAL STATEMENT TREND ANALYSIS

Trend analysis is a key to recogni zing potential problens of
a borrower. This is inportant during the initial review of
a loan application, as well as part of on-going nonitoring
of a loan that has already been disbursed. Sound conpanies
and weak ones may have displ ayed sone of the sane trends,
however, it is a pattern of many negative trends that
indicates a potential problemthat needs to eval uated
further.

Trend anal ysis invol ves spreading the financial statenents
and conparing simlar operating periods (i.e. year to year).
This conparative analysis allows the reviewer to identify
both positive and negative trends.

Once a pattern of negative trends are identified further
action should be taken. For a potential |oan, additional
information or a detail ed explanation shoul d be obtai ned.
The trends shoul d be weighed carefully in making or
rejecting the loan. For |oans that have al ready been made,
a pattern of negative trends requires fast action. Current
financial information may indicate a problemthat w |
enable the reviewer tinme to react.

The followng is a general discussion of sone trends to | ook
for in the review of financial statenents:

. Decreasi ng cash position: This could be a | ower
| evel of cash or cash as a percentage of total assets.
Look for changes in deposit activity, draws on
uncol | ected funds, declining average nonthly bal ances,
etc.

. Sl owdown i n receivables collection: Coul d be an
i ndication of distractions in the business, neglect,
changes in collection policies, etc.

. Significant increases in accounts receivabl e:
This could be in the dollar anmount, percentage of
assets or in accounts receivable to a single custoner
(need aging of accounts receivable to determ ne).

. Rising inventories: Either in the dollar anount
or as a percentage of total assets. This may be an
indication of a need to |iquidate excessive or obsolete
inventory, lack of attention to purchasing, slow ng of
sal es, etc.



. Sl owdown in inventory turnover: This could

i ndicate a sl owdown in sales, overbuying, production
probl ens, and/or problens in the purchasing policies of
t he busi ness.

. Changes in sales terns/sales policies: Look for
changes fromcash sales to install nent sales, |easing
i nstead of selling, and other simlar changes.

. A decline in liquid assets: This could be a
dollar decline or a decline in current assets (cash,
accounts receivable, etc.) to total assets. As current
assets decline or becone less liquid, a business may
experience difficulties nmeeting current liabilities.

. Changes in the concentration of fixed assets:
Bot h declining and rising concentrations of fixed
assets should be reviewed. A decline could indicate
that funds needed to purchase fixed assets are being
used for other purposes. This can be a significant
problemif a business is not replacing, renovating or
rehabilitating fixed assets as needed. A rise in fixed
assets could be a probl em when done at the expense of
ot her assets/operational need. Levels of fixed assets
shoul d be conpared to both historical financial
statenments and i ndustry averages.

. Reval uati on of assets: A revaluation of assets on
the financial statenments needs to be justified. If not
justified, it inpacts the financial picture of the

conpany.

. Changes in liens of assets: Evidence of new
subor di nat ed debt should be a concern. It could
indicate a deteriorating financial situation.

. A high or increasing concentration of assets in
i ntangi bl es: The value of intangible assets is
difficult to establish. Typically, intangible assets
are elimnated fromthe financial review.

. Increases in current debt: A rise that is tied to
a concentration in trade debt or no correspondi ng
increase in assets should be viewed as a risk factor.

. Increases in long-termdebt: Increases in |ong
term debt nust be reviewed carefully. [If repaynent is
dependent on higher than historical or reasonable

proj ected sales, a concern should be rai sed.



. An increase or nmajor gap between gross and net
sales: result or lower quality, production problens,
out -of -date product Iines and other related production
and/ or market factors.

. An increase in debt to capital: This is of
particul ar concern when the current ratio is | ow
Undercapitalized firns wll typically exhibit poor
wor ki ng capital conditions.

. I ncrease in cost of goods sold: An increase nmay
i ndi cated problens in the operation or other expense
ar eas.

. Decline in profits conpared to sales: The decline
may be a result of poor cost controls, managenent
problens, failure to pass on increases in costs, etc.

. I ncreases in bad debt: An increase as a
percentage of sales usually indicates poor collection
procedures, managenent problens and/ or deterioration of
the quality of the custoner.

. Assets rising faster than sales: This is an
i ndication that increased assets are not creating
i ncreases in sales.

. Assets rising faster than profits: Assets are
i nvestnments designed to create profits. Concerns
shoul d be rai sed when increased assets are not
resulting in higher profits.

. Significant variations in other areas of the
financial statenments: Marked changes shoul d al ways be
exam ned!

. An increase or major gap between gross and net

sal es: result or lower quality, production problens,
out -of -date product Iines and other related production
and/ or market factors.

. An increase in debt to capital: This is of
particul ar concern when the current ratio is | ow
Undercapitalized firns wll typically exhibit poor
wor ki ng capital conditions.

. I ncrease in cost of goods sold: An increase nmay
i ndicate problens in the operation or other expense
ar eas.



. Decline in profits conpared to sales: The decline
may be a result of poor cost controls, managenent
probl ens, failure to pass on increase in costs, etc.

. I ncreases in bad debt: An increase as a
percentage of sales usually indicates poor collection
procedures, managenent problens and/ or deterioration of
the quality of the custoner.

. Assets rising faster than sales: This is an
i ndication that increased assets are not creating
i ncreases in sales.

. Assets rising faster than profits: Assets are
i nvestnments designed to create profits. Concerns
shoul d be rai sed when i ncreased assets are not
resulting in higher profits.

. Significant variations in other areas of the
financial statenments: Marked changes shoul d al ways be
exam ned!



